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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

October 75, ig20 

(The Date Refers to the Day of Final Revision) 



IN September, curve B, representing business, con- 
tinued the rapid decline which has been in progress 
since March. The decline last month was the result of a 
recession in commodity prices violent enough to over- 
come the influence of an increased volume of outside 
clearings, both actual figiires and those corrected for 
seasonal variation. 

It has become clear that the readjustment of business 
to a lower price level will be accompHshed without 



tion, are falling. This is a combination which indicates 
that we have passed into the second phase, that of 
declining interest rates and easier banking conditions, 
of the period of readjustment to lower commodity 
prices. 

We have not yet reached the end of business imsettle- 
ment. The outlook for the next three to six months is 
the inauguration of price recessions among various basic 
commodities heretofore imaffected, the extension of 
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Group A— Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C— Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1003-14. All three curves had wave movenaents, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow fpr 
the differences in underlying conditions as revealed by economic analysis. 

The rise of curve A, representing speculation, between February and 

serious financial disturbance. In fact, we seem to have 
passed the time in the business cycle when a financial 
panic would have occurred, if we were to have one. 
Basic commodity prices have already dropped nearly 
20 per cent from the high point; the index of speculation 
is moving horizontally; the prices of high grade bonds, 
both old and new issues, have been rising since Jvine or 
July; and interest rates, corrected for seasonal varia- 



October 1919 forecasted the rise of curve B, representing business, which took 
place between April 1919 and March 1920. Low interest rates, curve C, 
facilitated expansion of both speculation and business until the federal re- 
serve banks, in November 1919, inaugurated their policy of increasing 
rediscount rates. 

The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, forecasted that a decline of 
business acti\'ity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettleraent was noticeable in April 
and it has increased since that month while various indices of commodity 
prices have receded since May. The action of the federal reserve banks in 
increasing rates and restricting credit made it appear very unlikely that the 
business readjustment indicated by the index chart would be accompanied 
by a financial panic. 

Finally, the decline of curve C and the horizontal movement of curve A, 
both beginning in July 1920, indicate that the recession of business, curve B, 
now in progress will terminate sometime between December 1920 and April 
1921. The immediate prospect for the autumn and winter of 1920-21 is 
unsettled business, an easier money market, and increasing security prices. 

price revisions to retail markets, an increase in the 
nmnber of business failures, easier money as the result 
of the release of credit by liquidation in commodity 
markets, and an increase of security prices. 

Cm-ve C, rates on commercial paper corrected for sea- 
sonal variation, had passed its peak by July, and in the 
same month curve A, speculation, halted in its decline. 
This indicates that the liquidation in commodity mar- 
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kets will come to an end sometime between December 
1920, and April 192 1. 

Business 

Wholesale commodity prices in September, according 
to Bradstreet's index, suffered a greater percentage de- 
cline from the quotations of the preceding month than 
has been experienced in any previous month on record. 
The index number for October i is $16.91, a decline of 
5.9 per cent, from $17.97 on September i. Since May i 
the consecutive monthly declines have been 4.1, 2.7, 
2.7, 4.6, and 5.9 per cent, respectively. The total de- 
cline since May i is 18.5 per cent, resulting in a lower 
index than has previously been recorded by Bradstreet's 
since September i, 191 7. Significant features of the 
downward movement of prices last month were con- 
tinued unsettlement in commodities previously affected, 
such as textiles and hides, and the addition of marked 
recessions in the prices of new commodities, such as 
chemicals and automobiles. The prices of important 
basic commodities, such as iron, steel, coke, coal, 
cement, and glass, are either at high records, or show 
insignificant recessions. The fact, however, that the 
production of both iron and coal is large, that the trans- 
portation situation is satisfactory, that various activi- 
ties using the raw materials named, such as the building 
trades and the automobile industry, are at low ebb, and 
that business in general is imsettled, indicates that re- 
cessions in such commodities as these may be expected 
to occur very soon. 

The volume of business during September, as meas- 
ured by bank clearings outside New York City, in- 
creased 55 per cent over August, compared with a 
normal seasonal increase of 32 per cent. The increase in 
clearings over August was general throughout all sec- 
tions of the country, but it was most marked in the 
Pacific States, Middle West, West, and South. Certain 
influences have been operative in sustaining the volume 
of bank clearings in September at a high level, in the 
face of declining wholesale prices. Among these in- 
fluences are: federal income tax payments, due on 
September 15, large crops, a large volume of freight 
moved by the railroads, and high retail prices. 

Curves A and C of our chart indicate that the decline 
of wholesale commodity prices and of business activity 
will continue until the end of the year, and perhaps until 
spring, before adjustment is completed and a revival 
begins. Before the process of readjustment is com- 
pleted, however, we should normally expect recessions 
in retail prices, increase in the nmnber of business fail- 
ures, ease in the labor markets, with, perhaps, some un- 
employment and wage reductions, and, finally, lower 
rates for bank loans and discoimts. Cuts in the retail 
prices of clothing, shoes, various articles of food, tires, 
etc. have been announced by various firms, notably 
Sears, Roebuck and Company; but it is impossible to 
state the extent of the decline in the general level of 
retail prices, or even to demonstrate that there has been 



a decline, because of the lack of suitable index nvimbers. 
To be sure, the United States Bureau of Labor Statis- 
tics pubHshes monthly index numbers of retail prices, 
which show a decline from the record high point of 215 
in July to 203 in August, but these index niunbers cover 
only articles of food, 22 in number. 

Although investigations have not been made which 
would enable us to state the precise relations between 
movements in wholesale prices and those in retail prices, 
yet the available evidence indicates that in general 
changes in retail prices follow, after an interval of some 
months, changes in wholesale prices. Thus, the index 
mmiber of the Bureau of Labor Statistics for the whole- 
sale price of food reached maximimi, 287, in May, and 
it has since declined to 235, in August; while, as we 
have said, the index niunber of retail prices of 22 articles 
of food did not reach maximum until July. Such evi- 
dence as we have, then, suggests that a general revision 
of retail prices has already begun. 

Banking 

The outstanding facts in the banking situation are 
the financing of the crops and the handling of the busi- 
ness readjustment with but slight weakening of the 
position of the combined federal reserve banks. On 
October 8 the ratio of reserves to demand liabiUties of 
the combined banks was 42.9 per cent compared with 
43.7 a week before, and 42.8 a month before. 

In the first half of October, the same rate, 8 per cent, 
was quoted on choice double name 60-90 day com- 
mercial paper that has ruled since the last week in July. 
Although the rate has not changed, the market has an 
easier tone and an early reduction in rates is antici- 
pated. 

The reports of condition of banks and the state of the 
money market both indicate that the peak of the finan- 
cial strain has passed, and that an easier money situa- 
tion is in prospect. 

Speculation 

In the first half of October the average prices of 
neither industrials nor rails changed materially. 

A consistent upward trend has been maintained in 
the average price of raihoad bonds since June, the 
month of the lowest prices and highest yields on record. 
The yield on ten high grade seasoned railroad bonds 
was 6.28 per cent in June, 6.21 per cent in July, 6.02 per 
cent in August, and 5.85 per cent in September. Dow, 
Jones and Company's bond index, based upon the com- 
bined average price and yield of 40 representative cor- 
poration bonds, advanced from 57.37 in July to 59.12 in 
September. 

The nmnerous issues of 7 per cent railroad bonds 
offered earlier in the year, such as those of the Pennsyl- 
vania, New York Central, and Louisville and Nashville 
railroads, have been selling at a premium. Recently 
Pittsburg and Lake Erie 15-year equipment notes sold 
on a basis to yield 63 per cent. The outlook is for 
gradual improvement in bond prices. 
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